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OATH OR AIhRMATION

Richard Martinez swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Security DiEtributors Inc as

of December 31 20 08 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

N/A ____________________

NOTARY PUBUC STATE OF IWISAS

_______ ADRIENNE II

MYAPPtEXP IC

2h4e
Notary Public

Signatur
Richard Martinez
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Rec nciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholder

Security Distributors Inc

We have audited the accompanying statement of financial condition of Security Distributors Inc

the Company an indirect wholly owned subsidiary of Security Benefit Mutual Holding

Company as of December 31 2008 that you are filing pursuant to Rule 7a-5 under the

Securities Exchange Act of 1934 This statement of financial condition is the responsibility of

the Companys management Our responsibility is to express an opinion on this statement of

financial condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the statement of financial condition is free of material misstatement We were not

engaged to perform an audit of the Companys internal control over financial reporting Our

audit included consideration of internal control over financial reporting as basis for designing

audit procedures that are appropriate in the circumstances but not for the purpose of expressing

an opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on test basis

evidence supporting the amounts and disclosures in the statement of financial condition

assessing the accounting principles used and significant estimates made by management and

evaluating the overall statement of financial condition presentation We believe that our audit

provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all

material respects the financial position of Security Distributors Inc at December 31 2008 in

conformity with U.S generally accepted accounting principles

47LL
Kansas City Missouri

February 25 2009
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Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Statement of Financial Condition

December 31 2008

In Thousands Except Per Share Data

Assets

Cash 16116

Receivables

Distribution fees from affiliates
410

Sales of mutual fund shares and other insurance products

$1380 due from affiliates
7539

Revenue sharing
1351

Due from affiliates
549

Income taxes
387

Other 132

Deferred selling commissions net of accumulated amortization

of $33090 6215

Property and equipment net of accumulated depreciation of $149

Other assets
438

Total assets
33143

Liabilities and stockholders equity

Liabilities

Accounts payable
1307

Purchases of mutual fund shares and other insurance products

$6426 due to affiliates
6995

Accrued commissions and distribution costs 472

Due to affiliates 4804

Deferred income tax liability
2371

Other liabilities
355

Total liabilities
16304

Stockholders equity

Common stock $10 par value 2500 shares authorized

2000 shares issued and outstanding
20

Capital in excess of par value
35

Contributed capital
21250

Accumulated deficit 4466

Total stockholders equity
16839

Total liabilities and stockholders equity
33143

See accompanying notes
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Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Notes to Statement of Financial Condition

December 31 2008

In Thousands

Ownership and Nature of Business

Security Distributors Inc the Company is wholly owned subsidiary of Security Benefit Life

Insurance Company SBL which is wholly owned subsidiary of Security Benefit Corporation

SBC SBC is wholly owned subsidiary of Security Benefit Mutual Holding Company

SBMHC The Company is registered as broker/dealer with the Securities and Exchange

Commission SEC and is member of the Financial Industry Regulatory Authority Primarily

the Company distributes mutual funds and variable aimuities sponsored by affiliated companies

SBC contributed 100% of its ownership interest in SDI to SBL on December 31 2008

Significant Accounting Policies

Use of Estimates

The preparation of the statement of financial condition in conformity with U.S generally

accepted accounting principles requires management to make estimates and assumptions that

affect the reported amounts of assets and liabilities in the statement of financial condition and

accompanying notes Actual results could differ from such estimates

Revenue Recognition

Commissions support and distribution fees include point-of-sale fees e.g front-load mutual

fund or variable annuity fees and asset-based fees e.g 12b-1 fees that are generally based on

contractual fee as percentage of assets and recognized when earned which is generally upon

receipt Additionally distribution fees also include fees received under marketing support

arrangements for sales of mutual funds of other companies These fees are accrued and paid on

monthly basis based on contractual agreements Revenue sharing fees represent amounts accrued

under agreements with both affiliated and unaffihiated mutual funds

Cash

Cash includes operating cash money market funds and other investments with initial maturities

of less than 90 days
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Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Notes to Statement of Financial Condition continued

In Thousands

Significant Accounting Policies continued

Mutual Fund Receivables

Mutual fund receivables are amounts related to shareholder redemptions that SDI has processed

but is awaiting the money from the fund houses before it can be sent to the shareholder Mutual

fund payables occur when shareholder sends money to SDI to purchase shares for their

account SDI then sends the money to the fund houses to fulfill the shareholder purchase request

Typically mutual fund payable amounts are settled one day after receiving shareholders

request

Deferred Selling Commissions

The Company defers certain costs principally sales commissions paid to broker/dealers in

connection with the sale of certain shares of affiliated mutual funds and variable annuity

products with distribution fees and contingent deferred sales charges or redemption fees These

deferred costs are amortized based on the revenue stream of contingent deferred sales charges or

redemption fees and distribution fees

Properly and Equipment

Property and equipment consisting of computer software and data processing hardware is

recorded at cost less accumulated depreciation The related provision for depreciation is

computed using the straight-line method over the estimated life of the asset which ranges from

three to seven years

Income Taxes

The Company is included in life/nonlife consolidated federal income tax return filed by

SBMHC and its subsidiaries Income taxes are allocated to the Company as if it filed separate

income tax return Uncertain tax positions are recognized to the extent they satisfy the criteria

under Financial Accounting Standards Board FASB Interpretation No 48 Accounting for

Uncertainly in Income Taxes which requires that an uncertain tax position be more likely than

not to be sustained upon examination based on the tecimical merits of the position The amount

of tax benefit recognized is the largest amount of benefit that is greater than 50% likely to be

0902-1032737



Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Notes to Statement of Financial Condition continued

In Thousands

Significant Accounting Policies continued

realized upon settlement Deferred income taxes relate principally to deferred selling

commissions With few exceptions SBMHC is no longer subject to U.S federal and state

examinations by tax authorities for years before 2004 The Internal Revenue Service IRS is not

currently examining any of SBMHCs federal tax returns

Deferred income tax assets and liabilities are determined based on differences between the

financial reporting and income tax bases of assets and liabilities and are measured using the

enacted tax rates and laws Deferred income tax assets are subject to ongoing evaluation of

whether such assets will be realized The ultimate realization of deferred income tax assets

depends on generating future taxable income during the periods in which temporary differences

become deductible If future income is not generated as expected deferred income tax assets

may need to be written off through the establishment of valuation allowance

Accounting Changes

In May 2008 the FASB issued Statement of Financial Accounting Standards SFAS No 162

The Hierarchy of Generally Accepted Accounting Principles SFAS No 162 identifies the

sources of accounting principles and the framework for selecting the principles used in the

preparation of the statement of financial condition This statement shall be effective 60 days

following the SECs approval of the Public Company Accounting Oversight Board PCAOB
amendments to AU Section 411 The Meaning of Present Fairly in Conformity With Generally

Accepted Accounting Principles The Company plans to adopt SFAS No 162 on issuance but

does not believe that it will have material impact on the statement of financial condition

Property and Equipment

The components of property and equipment consist of the following as of December 31 2008

Computer software
132

Data processing equipment
23

155

Less accumulated depreciation
149
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Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Notes to Statement of Financial Condition continued

In Thousands

Income Taxes

Deferred income taxes consist of the following as of December 31 2008

Deferred income tax liabilities 2371

Deferred income tax assets _____________

Net deferred income tax liability
2371

The principal temporary differences arise from deferred selling commissions property and

equipment and certain accrued liabilities

Employee Benefit Plans

Substantially all of the Companys employees were previously covered by qualified

noncontributory defined-benefit pension plan sponsored by its parent and certain of its affiliates

Benefits were based on years of service and an employees highest average compensation over

period of consecutive years during the last 10 years of service

Effective July 2007 the SBC pension plan was frozen at which point all benefits earned under

the pension plan were frozen and no additional benefits were eligible to be earned If an

employee was fully vested as of July 2007 vesting service will continue until the employee is

vested or employment ceases Concurrent with the freezing of the defined-benefit pension plan

the definition of pay under the profit-sharing and savings plan was expanded to include bonuses

except for purposes of the profit-sharing contribution and the Companys match was increased

to 100% of the first 5% of pay In addition the Company provides transition benefit for eligible

employees based upon age and years of pension benefit service The transition contributions are

being paid over five-year period

Pension cost for the year is allocated to each sponsoring employer company Separate

information disaggregated by the sponsoring employer company is not available on the

components of pension cost or on the funded status of the plan

The Company participates in profit-sharing and savings plan for which substantially all

employees are eligible
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Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Notes to Statement of Financial Condition continued

In Thousands

Employee Benefit Plans continued

The Company has annual discretionary incentive and sales compensation plans for certain

employees Allocations to participants each year under these plans are based on the performance

and discretion of the Company The annual allocations to participants are fully vested at the time

the Company determines such amounts

The Company also has long-term incentive plan for certain employees which provides for

vesting over three-year period

Deferred Selling Commissions

An analysis of the deferred selling commissions asset balance is presented below for the year

ended December 31 2008

Balance at beginning of year
7850

Costs deferred during the year
1206

Amortized to expense during the year 2841

Balance at end of year
6215

Related-Party Transactions

The Companys financial condition does not necessarily reflect what might have occurred had

the Company operated outside of its affiliated group

Contingencies

ERISA Matters The Company has been named among several others as defendants in

putative class action filed in federal court in the Western District of Washington captioned as

Daniels-Hall et al National Education Association et al No 07-5339 RBL challenging

under the Employee Retirement Income Security Act of 1974 ERISA payments made by one of

the Companys affiliates to NEAs Member Benefits Corporation under the NEA Valuebuilder

Program The other defendants include other affiliates of the Company unaffiliated companies

and individuals The plaintiffs
claim that all of the defendants among other things failed to

prudently and loyally manage plan assets failed to provide complete and accurate information
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Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Notes to Statement of Financial Condition continued

In Thousands

Contingencies continued

engaged in prohibited transactions and breached their fiduciary duty under ERISA in connection

with the payments described above The plaintiffs seek unspecified damages and injunctive

relief The Company and the other defendants filed motions to dismiss the complaint based

primarily on the grounds that ERISA does not apply to the matters alleged in the complaint The

court granted defendants motions to dismiss on May 23 2008 and all claims against the

Company and the other defendants were dismissed The plaintiffs have appealed this decision to

the Ninth Circuit Court of Appeals The Company does not believe that the class action claims

have merit and intends to defend against the claims vigorously

State of Alabama Matters The staff of the Alabama Securities Commission has investigated

whether the Company transacted business in Alabama as broker/dealer or broker/dealer agent

for securities without benefit of registration or exemption from registration in violation of the

Alabama Securities Act the Act and unlawfully effected securities transactions with residents

of the state of Alabama from October 11 2002 to November 21 2006 in violation of the Act

The staff of the Alabama Securities Commission has presented for the Companys review

consent order under which the Company its affiliate SBL Educator Benefits Corporation EBC
and Alabama Education Association AEA would agree to disgorge $1650 to participants in

products sponsored by the AEA This amount represents the administrative advertising and

conference fees that were paid to AEA and EBC from 2000 to 2007 by SBL and another

unaffiliated life insurance company The proposed consent order also seeks from the Company

and SBL jointly $75 for an administrative assessment and $75 to reimburse the commission

for the cost of its investigation The Company intends to respond vigorously to the staffs

allegations

Other Legal and Regulatory Matters In the ordinary course of business the Company is in

discussions with its regulators about matters raised during regulatory examinations or otherwise

subject to their inquiry These matters could result in censures fines or other sanctions

Management believes the outcome of any resulting actions will not be material to the Companys

statement of financial condition However the Company is unable to predict the outcome of

these matters
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Security Distributors Inc

An Indirect Wholly Owned Subsidiary of

Security Benefit Mutual Holding Company

Notes to Statement of Financial Condition continued

In Thousands

Contingencies continued

Various legal proceedings and other matters have arisen in the ordinary course of the Companys

business Management is of the opinion that the Company has substantial defenses with respect

to these matters and the Companys ultimate liability if any resulting from such matters will

not be material to its statement of financial condition

Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule Rule 15c3-1 under the Securities

Exchange Act of 1934 The Company computes its net capital requirements under the basic

method which requires the maintenance of minimum net capital and requires that the ratio of

aggregate indebtedness to net capital both as defined shall not exceed 15 to Advances to

affiliates dividend payments and other equity withdrawals are subject to certain notification and

other provisions of the SEC Uniform Net Capital Rule or other regulatory bodies

At December 31 2008 the Company had net capital
of $9674 which was $8745 in excess of

its required net capital of $929 The Company claims exemption from Rule 5c3-3 which

requires reserve with respect to customer funds pursuant to the subparagraph thereof

The Companys ratio of aggregate indebtedness to net capital was 1.44 to at December 31

2008
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